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President  and  Members: 

The  Office  of  the  Controller  (controller)  presents  its  report  on  the  review  of  the  agreement 
between  the  Public  Utilities  Commission  (PUC)  of  the  City  and  County  of  San  Francisco  and 
the  Water  Infi-astructure  Partners  (partners)  to  provide  program  management  and  construction 
management  services  that  support  the  PUC’s  water,  power,  and  sewer  capital  improvement 
program.  This  audit  is  the  first  in  a series  of  audits  that  the  controller  is  conducting  on 
fulfillment  of  the  agreement  between  the  PUC  and  the  partners.  The  PUC  had  previously 
contracted  with  the  San  Francisco  Water  Alliance  (alliance)  to  provide  the  services,  but  the 
PUC  assigned  the  agreement  to  the  partners  after  the  alliance  was  effectively  dissolved  on 
May  7,  2002,  when  the  PUC  allowed  one  of  the  alliance’s  joint  venture  partners,  Bechtel 
Infi-astructure  Corporation,  to  withdraw  firom  the  alliance. 

Although  the  PUC  found  that  the  partners  are  performing  satisfactory  work,  the  report 
concludes  that  both  the  partners  and  the  PUC  need  to  improve  their  administration  of  the 
agreement.  The  partners  made  some  errors  in  billing  the  PUC  for  employee  salaries, 
incorrectly  charged  provisional  overhead  rates  instead  of  the  required  actual  overhead  rates, 
and  did  not  obtain  prior  approval  from  the  PUC  for  some  other  direct  charges.  The  PUC  also 
did  not  adequately  carry  out  its  responsibilities  in  administering  the  agreement.  The  PUC  was 
late  in  paying  the  partners,  improperly  made  payments  to  some  subconsultants  based  on  their 
billing  rates  rather  than  payments  based  on  direct  salaries  and  overhead  as  required  by  the 
agreement,  has  not  paid  the  partners  the  required  performance  fee,  and  has  not  implemented 
prior  audit  recommendations  that  would  assist  it  in  better  managing  its  agreement  with  the 
partners.  Finally,  the  PUC  needs  to  allocate  adequate  resources  to  ensure  that  it  monitors  both 
the  financial  and  performance  aspects  of  the  agreement. 

The  PUC’s  and  partners’  responses  are  attached  to  the  report.  The  Controller’s  Audits 
Division  will  be  working  with  the  PUC  to  follow  up  on  the  status  of  the  recommendations 
made  in  this  report. 


RespectfiiUy  submitted, 


Controller 
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SUMMARY 


Audit  Highlights... 

Our  audit  of  the  Water 
Infrastructure  Partners 
revealed  the  following: 

El  The  PUC  generally 
found  that  the  partners 
and  subconsultants  are 
performing  satisfactory 
work. 


RESULTS  IN  BRIEF 


The  Public  Utilities  Commission  (PUC)  of  the  City  and 
County  of  San  Francisco  generally  found  that  the  work 
conducted  by  the  Water  Infrastructure  Partners  (partners)  in 
its  professional  services  agreement  (agreement)  with  the  PUC  to  be 
satisfactory.  However,  the  partners  did  not  always  fulfill  the 
compensation  provisions  of  its  agreement  to  provide  program 
management  and  construction  management  services  that  support 
the  PUC’s  water,  power,  and  sewer  capital  improvement  program. 


El  The  partners  did  not 
always  comply  with 
payment  provisions  and 
the  PUC  was  slow  in 
paying  the  partners. 

El  The  partners  made 
some  errors  in  billing 
the  PUC  for  employee 
salaries. 


The  PUC  staff  members  who  manage  and  evaluate  the  projects  that 
the  partners  completed  generally  found  that  the  partners  and  its 
subconsultants  are  performing  satisfactory  work.  The  PUC  rated 
the  partners  as  meeting  or  exceeding  requirements  on  14  of  the  17 
tasks  or  subtasks  the  partners  initiated  fi*om  June  2002  through 
December  2002.  However,  in  three  evaluations,  the  PUC  assigned 
a rating  of  needs  improvement  on  some  of  the  weighted  criteria  it 
used  in  the  evaluations.  Furthermore,  the  PUC  has  not  yet  paid  the 
partners  the  required  semiannual  performance  fee. 


El  The  partners  did  not 
obtain  prior  approval 
before  incurring  other 
direct  charges. 

El  The  PUC  has  not 

approved  payments  for 
other  direct  charges. 

El  The  partners  used 
incorrectly  provisional 
overhead  rates  rather 
than  actual  overhead 
rates. 

El  The  PUC  paid 
improperly  three 
subconsultants  at  fixed 
rates,  instead  of  direct 
labor  rates. 

El  The  PUC  has  not 

implemented  prior  audit 
recommendations. 


We  reviewed  the  payroll  and  overhead  costs  included  in  a sample 
of  invoices  submitted  by  the  partners  and  reviewed  and  paid  by  the 
PUC  as  of  April  25,  2003.  The  PUC  completed  its  review  of 
invoices  that  the  partners  had  submitted  through  January  31,  2003, 
for  services  rendered  fi*om  June  2002  through  December  2002.  The 
charges  on  these  invoices  totaled  $3,214,189,  and  the  charges  on 
the  invoices  included  in  our  sample  totaled  $2,131,494. 

Although  the  partners  generally  complied  with  the  agreement  when 
submitting  its  invoices  and  supporting  documents,  the  PUC  was 
slow  in  paying  the  partners’  invoices.  We  also  found  that  the 
partners  and  its  subconsultants  made  some  errors  in  billing  the 
PUC.  Specifically,  for  the  sample  of  employee  salaries  that  we 
reviewed,  the  partners  underbilled  the  PUC  $22,435  for  several 
employees  and  overbilled  the  PUC  $73,1 10  for  several  other 
employees.  However,  the  PUC  identified  most  of  the  overbillings 
and  disallowed  $61,462  of  the  overbillings.  Therefore,  the  net 
result  is  that  the  partners  underbilled  the  PUC  and  the  PUC 
underpaid  the  partners  $10,787  for  the  invoices  that  we  reviewed. 
These  were  the  only  significant  billing  errors  that  we  identified  out 
of  the  $2.13  million  of  invoices  that  we  reviewed. 
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The  partners  and  its  subconsultants  incorrectly  charged  their 
provisional  overhead  rates  instead  of  the  required  actual  overhead 
rates  in  their  reimbursement  requests  to  the  PUC  for  the  work  the 
partners  and  subconsultants  conducted  on  the  agreement. 

The  PUC  improperly  paid  three  subconsultants  at  fixed  rates  for 
the  services  they  provided  to  the  PUC.  The  agreement  between  the 
PUC  and  the  partners  only  addresses  payment  of  actual  salaries 
multiplied  by  an  overhead  rate.  In  another  case,  a fourth 
subconsultant  charged  for  the  services  of  two  independent 
contractors  it  hired  to  assist  it  in  providing  services  to  the  PUC.  In 
this  instance,  the  subconsultant  charged  for  the  contractors’ 
services  at  fixed  rates  and  then  also  inappropriately  charged 
overhead  rates  for  the  contractors. 

When  reviewing  all  the  other  direct  charges  that  the  partners 
requested  for  reimbursement,  we  found  that  the  partners  did  not 
obtain  prior  approval  to  incur  these  other  direct  charges.  Because 
the  partners  did  not  get  prior  approval  fi*om  the  PUC,  the  PUC 
does  not  intend  to  pay  the  partners  $1 10,148  in  other  direct 
charges. 

Finally,  the  PUC  has  not  implemented  prior  audit 
recommendations  that  would  assist  it  in  better  managing  its 
agreement  with  the  partners.  The  PUC  has  not  taken  sufficient 
corrective  action  to  pay  the  partners’  invoices  on  a timely  basis, 
does  not  require  the  partners  and  subconsultants  to  submit  payroll 
registers  of  employees  assigned  to  work  on  the  agreement  to  verify 
their  salaries,  and  has  not  made  sure  all  parties  are  in  agreement  as 
to  what  constitutes  other  direct  costs  that  will  be  reimbursed  by  the 
PUC.  Also,  the  PUC  has  not  allocated  sufficient  resources  to  the 
overall  management  of  the  agreement.  Although  the  PUC  assigns 
project  managers  who  work  with  the  partners’  staff  on  various  task 
orders,  the  PUC  has  not  assigned  enough  project  management  staff 
to  oversee  the  entire  project.  For  example,  the  project  management 
staff  consists  of  two  part-time  staff  who  also  have  other 
responsibilities  in  the  PUC.  There  needs  to  be  more  monitoring  of 
both  the  financial  and  performance  aspects  of  the  agreement.  Due 
to  the  lack  of  sufficient  program  management  staff,  the  PUC  has 
not  been  able  to  track  all  of  the  invoices  submitted  by  the  partners, 
nor  account  for  all  of  the  payments  and  resulting  adjustments  made 
by  both  the  PUC  and  the  partners.  Also,  the  performance 
measurement  and  fee  payment  process  has  not  been  finalized  and 
as  a result,  the  partners  have  not  been  paid  a performance  fee. 
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INTRODUCTION 


BACKGROUND 

The  Public  Utilities  Commission  (PUC)  of  the  City  and 

County  of  San  Francisco  (City)  has  a professional  services 
agreement  with  the  Water  Infrastructure  Partners  (partners), 
a joint  venture  of  Jacobs  Civil,  Inc.  and  Primus  Infrastructure, 

LLC.  Under  the  agreement,  the  partners  provide  program 
management  and  construction  management  services  that  support 
the  PUC’s  water,  power,  and  sewer  capital  improvement  program. 
The  agreement  requires  the  partners  to  provide  overall  direction 
and  guidance  to  the  program,  to  supply  project  and  construction 
management  services  to  individual  projects,  to  furnish  technical 
support  services  primarily  in  defining  engineering  needs, 
optimizing  the  selection  of  design  alternatives,  and  providing 
technical  expertise  to  manage  workload  peaks. 

This  audit  is  the  first  in  a series  of  audits  that  the  City’s  Office  of 
the  Controller  (controller)  is  conducting  on  fulfillment  of  the 
agreement  between  the  PUC  and  the  partners.  The  PUC  previously 
had  contracted  with  the  San  Francisco  Water  Alliance  (alliance)  to 
provide  the  services  now  being  provided  by  the  partners.  However, 
the  alliance  was  effectively  dissolved  on  May  7,  2002,  when  the 
PUC  allowed  one  of  the  alliance’s  joint  venture  partners,  Bechtel 
Infrastructure  Corporation  (Bechtel),  to  withdraw  from  the  alliance 
and  approved  the  assignment  of  the  agreement  to  a reconstituted 
alliance  made  up  of  the  remaining  joint  venture  partners  of  Jacobs 
Civil,  Inc.  and  Primus  Infrastructure,  LLC,  formerly  known  as 
Sverdrup  Civil,  Inc.  and  the  Jefferson  Company,  respectively.  The 
City’s  Board  of  Supervisors  (board)  approved  the  assignment  on 
June  17,  2002,  and  the  alliance  changed  its  name  to  Water 
Infrastructure  Partners  on  September  5,  2002. 


Provisions  in  the  Agreement 

The  agreement,  which  the  board  approved  on  September  8,  2000, 
has  a four-year  term.  The  agreement  specifies  that  unless  the  City’s 
controller  certifies  first  the  availability  of  funds  for  each  specific 
task  that  the  PUC  assigns  to  the  partners,  the  partners  cannot 
furnish  any  services  and  cannot  receive  payment  for  any  work.  In 
addition,  the  PUC  and  the  partners  cannot  extend  the  term  of  the 
agreement  unless  the  City’s  Civil  Service  Commission  and  the 
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board  approve  a modification.  The  board  is  to  approve  annually  the 
continuation  of  the  agreement  for  another  year,  and  the  controller 
is  to  certify  the  availability  of  funds  for  that  year.  If  the  board 
disapproves  a subsequent  annual  phase  of  the  agreement,  the 
agreement  ends  Avithout  the  City  incurring  any  liability  to  the 
partners. 

The  agreement  further  states  that  if  the  board  does  not  end  the 
agreement,  and  if  the  board’s  inaction  is  not  the  result  of  the 
PUC’s  untimely  submission  of  reports  to  the  board,  the  agreement 
shall  continue.  However,  if  the  City’s  board  does  not  appropriate 
funds  to  the  partners  for  the  next  succeeding  fiscal  year,  or  if  it 
appropriates  funds  for  only  a portion  of  a fiscal  year,  the  agreement 
will  terminate  without  penalty,  liability,  or  expense  of  any  kind  to 
the  City  at  the  end  of  the  term  for  which  the  board  appropriated  the 
funds. 

The  PUC  is  to  pay  the  partners  within  30  days  after  the  partners 
have  presented  a satisfactory  invoice  for  work  it  performed  during 
a specified  month.  The  total  amount  paid  under  the  agreement  is 
not  to  exceed  $45  million.  The  agreement  includes  a provision  for 
the  PUC  to  pay  the  partners  a fee  in  addition  to  the  reimbursement 
of  direct  salaries  and  overhead.  The  provision  adds  fixed  and 
performance  elements  to  the  fee’s  calculation.  During  the  first  year 
of  the  agreement,  the  fee  is  fixed  at  8 percent.  Beginning  in  the 
second  year,  the  fixed  fee  drops  to  7 percent,  and  in  the  third  year, 
the  fixed  fee  drops  to  6 percent.  The  agreement  adds  to  the  base  fee 
a semiannual  performance  fee  between  0 and  4.5  percent  for  the 
second  year,  and  between  0 and  5.5  percent  for  the  third  year.  The 
PUC  is  to  pay  this  semiannual  fee  based  on  the  partners’ 
performance  according  to  benchmarks  that  both  parties  agree  upon 
during  the  first  review  after  the  first  1 8 months  of  the  agreement. 
Furthermore,  the  PUC  is  not  to  make  any  payments  until  the 
partners  provide  the  PUC  with  the  reports  or  services  required 
under  the  agreement. 

The  agreement  requires  the  PUC,  through  the  controller,  to 
conduct,  at  least  semiannually,  an  audit  that  evaluates  whether  the 
partners’  costs  and  performance  meet  the  agreement’s 
specifications.  While  this  is  the  first  audit  the  controller  is 
conducting  on  the  fulfillment  of  the  agreement  between  the  PUC 
and  the  partners,  the  controller  has  issued  three  previous  reports  on 
the  audits  of  the  agreement  between  the  PUC  and  the  alliance. 
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SCOPE  AND  METHODOLOGY 


The  purpose  of  this  audit  was  to  determine  whether  the  partners 
complied  with  the  agreement,  particularly  those  provisions 
applying  to  performance  and  compensation.  Therefore,  we 
reviewed  the  terms  of  the  agreement  between  the  partners  and  the 
PUC,  assessed  the  partners’  procedures  for  billing  the  PUC,  and 
evaluated  the  PUC’s  procedures  for  paying  the  partners. 

To  analyze  billings  and  payments  related  to  the  agreement,  we 
selected  a sample  of  invoices  submitted  by  the  partners  and 
reviewed  by  the  PUC  as  of  April  25,  2003.  As  of  this  date,  the 
PUC  reviewed  invoices  submitted  by  the  partners  through  January 
31,  2003,  for  services  rendered  from  June  2002  through  December 
2002.  We  examined  a sample  of  invoices  to  determine  whether  the 
requests  for  payment  had  proper  support  and  did  not  exceed 
budgeted  amounts.  To  determine  whether  the  labor  rates  that  the 
partners  billed  to  the  PUC  met  the  agreement’s  requirements,  we 
assessed  a sample  of  payroll  costs.  Further,  we  reviewed  all  other 
direct  charges  listed  on  the  invoices  to  determine  whether  the 
agreement  allowed  those  charges. 

In  addition  to  examining  invoices,  we  also  reviewed  the 
evaluations  prepared  by  the  PUC  for  the  task  orders  initiated 
during  the  period  under  review  by  the  partners.  We  did  not 
evaluate  the  work  products  that  resulted  from  the  individual  task 
orders  because  we  do  not  possess  the  necessary  technical  expertise. 
Instead  we  relied  upon  the  expertise  of  the  PUC  staff  to  issue 
accurate  evaluations  of  the  partners’  performance. 
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AUDIT  RESULTS 


THE  PUBLIC  UTILITIES  COMMISSION 
GENERALLY  FOUND  THE  WATER 
INFRASTRUCTURE  PARTNERS’ 

WORK  SATISFACTORY 

The  Public  Utilities  Commission  (PUC)  found  that  the  Water 
Infrastructure  Partners  (partners)  performed  satisfactory 
work,  with  exceptions  in  three  areas  involving  engineering 
tasks.  When  we  reviewed  17  evaluations  of  task  and  sub  task  orders 
initiated  by  the  Water  Infrastructure  Partners  (partners)  or  its 
subconsultants  for  the  period  from  June  2002  through  December 
2002,  we  learned  that  the  PUC  rated  the  partners  as  meeting  or 
exceeding  requirements  on  14  of  the  17  evaluations.  However,  in 
three  evaluations,  it  assigned  a rating  of  needs  improvement  on 
some  of  the  weighted  criteria  the  PUC  used  in  the  evaluations.  The 
evaluation  scores  for  the  tasks  or  subtasks  appear  in  the  Appendix. 


Background 

The  PUC’s  task  order  project  managers  (project  managers),  many 
of  whom  are  PUC  engineers,  write  final  evaluations  when  the 
partners  complete  each  task  and  the  project  managers  also 
complete  interim  evaluations  for  long-term  projects.  The  project 
managers  are  usually  the  PUC  employees  who  requested  the  tasks 
for  a specific  project  and  who  work  with  partners  staff  to  ensure 
that  the  staff  completes  the  tasks  to  the  PUC’s  satisfaction.  After 
the  project  manager  completes  the  evaluation,  the  evaluation  first 
goes  for  review  and  approval  to  the  representative  from  the  PUC’s 
project  management  division.  This  representative,  usually  the 
program  manager  for  the  agreement,  then  forwards  the  evaluation 
to  the  manager  of  the  PUC’s  Utilities  Engineering  Bureau  for  final 
review  and  approval. 

The  PUC  evaluated  the  tasks  by  listing  weighted  criteria  and  rated 
the  partners  with  descriptions  of  poor,  needs  improvement,  meets 
requirements,  exceeds  requirements,  and  excellent.  To  obtain  a 
more  quantitative  summary  of  the  evaluations,  we  converted  the 
descriptions  to  a numerical  five  point  scale  with  poor  being 
equivalent  to  1,  and  excellent  being  equivalent  to  5.  Furthermore, 
since  the  PUC  did  not  consistently  use  the  same  weighted  criteria 
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for  all  the  evaluations,  to  allow  for  comparability,  we  calculated 
for  each  task  the  total  score  awarded  out  of  the  total  score 
achievable,  or  percentage  of  achievement. 


The  partners  met  or 
exceeded  requirements 
for  14  of  17  tasks  or 
subtasks. 


The  Partners  Met  or  Exceeded  Requirements 
for  Most  Tasks 

The  PUC  concluded  that  the  partners  met  or  exceeded 
requirements  for  14  of  17  tasks  or  subtasks.  In  2 of  the  14  tasks, 
the  PUC  rated  the  work  of  the  partners  as  excellent  in  completing 
the  subtask  for  staff  and  organizational  development  and  the 
subtask  for  implementation  of  the  capital  improvement  repair  and 
rehabilitation  organization.  According  to  the  PUC  project  manager 
for  both  tasks,  the  consultant  for  the  staff  and  organizational 
development  subtask  order  led  the  training  effort  and  constantly 
developed  new  seminars  and  training  courses.  Furthermore, 
according  to  the  project  manager,  the  same  consultant  was  also 
assigned  to  the  implementation  of  the  capital  improvement  repair 
and  rehabilitation  organization  subtask  and  noted  that  the 
consultant  was  always  looking  for  new  ways  to  improve 
relationships  among  the  various  groups  that  work  together  and  to 
develop  high  performance  teams. 

However,  the  PUC  found  that  the  partners  needed  to  improve  its 
performance  on  three  tasks.  In  the  task  order  for  the  Stoner  Model 
Validation,  for  example,  while  the  PUC  concluded  that  the  partners 
met  requirements  for  adherence  to  the  project  schedule,  adherence 
to  the  budget,  and  for  the  quality  of  work  and  deliverables,  the 
PUC  indicated  the  consultant  needed  improvement  on 
responsiveness  and  administration.  The  PUC  project  manager 
commented  on  the  evaluation  that  the  partners’  staff  did  not  inform 
the  project  manager  of  scheduled  meetings  with  the  PUC 
operations  representatives  in  a timely  manner.  Further,  the  project 
manager  wrote  that  the  partners’  staff  did  not  submit  weekly 
reports  to  the  project  manager  even  after  repeated  requests.  The 
two  other  tasks  receiving  ratings  of  needs  improvement  were 
conducted  by  the  same  consultant.  These  tasks  are  for  the  Irvington 
Tunnel/Alameda  Siphons  and  the  Bay  Division  Pipelines 
Alternative  Analysis.  According  to  comments  by  the  PUC  project 
manager  on  both  evaluations,  the  partners’  project  engineer  and 
project  manager  needed  to  provide  more  guidance  and  direction  in 
project  development  to  the  PUC’s  General  Engineering  Division 
engineers.  Further,  the  PUC  project  manager  stated  that  the 
consultants  needed  to  be  more  proactive  in  anticipating  and 
resolving  problems  and  issues. 
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The  PUC  paid  the 
partners  $2,961,726  in 
approved  invoices. 


THE  WATER  INFRASTRUCTURE  PARTNERS 
DID  NOT  ALWAYS  COMPLY  WITH  THE 
AGREEMENT’S  COMPENSATION  PROVISIONS 

Although  the  Water  Infrastructure  Partners  (partners)  generally 
followed  requirements  for  submitting  its  invoices,  it  did  not  always 
comply  with  all  aspects  in  the  compensation  provisions  of  its 
agreement  with  the  Public  Utilities  Commission.  Also,  the  PUC 
was  slow  in  paying  the  partners,  even  though  the  partners  generally 
followed  the  requirement  for  submitting  its  invoices  with 
supporting  documents.  Our  audit  also  revealed  that  the  partners 
and  its  subconsultants  billed  the  PUC  incorrectly  for  some  payroll 
costs  when  the  partners  used  incorrect  payroll  rates,  exceeded  the 
maximum  allowable  increase  for  pay  raises  for  several  staff,  and 
exceeded  the  maximum  billing  rate  for  several  employees.  In 
addition,  the  partners  and  its  subconsultants  incorrectly  charged 
their  provisional  overhead  rates  instead  of  the  required  actual 
overhead  rates  in  their  reimbursement  requests.  The  PUC  also 
improperly  paid  three  subconsultants  at  fixed  rates  for  the  services 
they  provided  to  the  PUC.  The  agreement  between  the  PUC  and 
the  partners  only  addresses  payment  of  actual  salaries  multiplied 
by  an  overhead  rate.  The  alliance  also  billed  overhead  costs  for  two 
independent  contractors  hired  by  a subconsultant.  However,  the 
agreement  only  provides  for  overhead  being  applied  to  direct 
salaries.  In  addition,  the  partners  did  not  obtain  prior  approval  for 
incurring  other  direct  charges  and  the  PUC  has  not  approved  all 
payments  for  other  direct  charges  that  the  partners  incurred. 


The  Partners  Followed  Requirements  for 
Submitting  Bills 

The  partners  submitted  invoices  totaling  $3,214,189  for  services 
rendered  from  June  2002  through  December  2002  and  we 
reviewed  a sample  of  these  invoices  that  totaled  $2,131,494  (66 
percent).  Table  1 below  shows  the  amounts  each  consultant  billed. 
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TABLE  1 


Water  Infrastructure  Partners 
Joint  Venture  Partners  and  Subconsultants 
Billing  For  the  Period  From  June  2002  Through  December  2002 


Consultant 

Total  Invoices  Billed 

Jacobs  Civil.  Inc. 

$1,225,086 

Primus  Infrastructure  Co.,  LLC 

976,883 

Cooper  Pugeda  Mgmt,  Inc. 

277,497 

Olivia  Chen  Consultants 

541,224 

Orion  Environmental  Associates 

39,422 

Reputation,  LLC. 

71,832 

On  The  Move  Staffing  Services 

67,745 

Lane  Denton  Consultants 

14,500 

Total 

$3,214,189 

As  of  April  25,  2003,  the  PUC  paid  the  partners  $2,961,726  of  the 
total,  and  the  PUC  is  withholding  payment  of  $252,463.  Table  2 
below  shows  the  number  of  monthly  invoices,  billed  amounts,  and 
payments. 


TABLE  2 


Water  Infrastructure  Partners 
Invoices  Submitted  by  the  Partners  and  Paid  by  the  PUC 
As  of  April  25,  2003 


Month  During 
2002 

Number  of 
Invoices 

Total  Invoice 
Amount 

Amount 
Paid  by  PUC 

Amount  Not  Paid 
by  PUC 

June 

1 

$123,558 

$121,936 

$1,622 

July 

1 

240,665 

233,340 

7,325 

August 

1 

328,683 

317,098 

11,585 

September 

3 

389,789 

374,446 

15,343 

October 

6 

505,099 

497,101 

7,998 

November 

10 

815,846 

779,427 

36,419 

December 

10 

810,549 

638,378 

172,171 

Total 

32 

$3,214,189 

$2,961,726 

$252,463 

For  the  invoices  we  reviewed,  which  totaled  $2,131,494,  the 
partners  usually  followed  requirements  in  the  agreement  when 
submitting  the  bills.  We  reviewed  supporting  documents,  such  as 
timesheets,  and  found  them  in  order. 
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The  PUC  Is  Slow  in  Paying  the  Partners 


According  to  the  agreement,  the  PUC  should  pay  the  partners 
within  30  days  after  the  PUC  has  received  a satisfactory  invoice. 

As  of  April  25,  2003,  although  the  partners  had  submitted  32 
invoices  for  payment,  the  PUC  has  paid  only  29  of  the  invoices. 

For  each  of  the  29  payments,  the  PUC  was  late  in  paying  the 
partners.  The  PUC  paid  the  partners  fi-om  7 to  63  days  late. 
According  to  the  PUC’s  program  manager,  the  PUC  was  late  in 
paying  the  invoices  because  the  partners  did  not  always  provide  the 
supporting  documentation.  He  also  said  that  30  days  was  not  really 
enough  time  to  perform  an  adequate  review  of  the  invoices. 
According  to  the  program  manager,  it  takes  even  longer  to  review 
the  invoices  of  the  partners  because  often  the  invoices  are 
submitted  with  the  wrong  billing  rates  and  it  takes  PUC  staff  a long 
time  to  go  through  all  of  the  pages  to  correct  and  recalculate  each 
line  that  contains  an  erroneous  billing  rate.  He  said  the  invoices 
should  already  have  been  reviewed  and  corrected  by  the  partners 
before  the  invoices  are  submitted  to  the  PUC. 


The  partners  billed 
Incorrect  hourly 
rates  for  several 
employees. 


The  Partners  Made  Some  Errors 
Billing  the  PUC  for  Payroll  Costs 

The  partners  and  two  of  its  subconsultants  made  several  mistakes 
when  it  billed  the  PUC  for  some  payroll  costs.  The  partners  and 
two  of  its  subconsultants  used  the  incorrect  billing  rates  for  some 
employees,  exceeded  the  maximum  allowable  increase  for  pay 
raises,  and  exceeded  the  maximum  billing  rate  for  other 
employees.  For  the  sample  of  employee  salaries  that  we  reviewed, 
the  partners  underbilled  the  PUC  $22,435  for  several  employees 
and  overbilled  the  PUC  $73,1 10  for  several  other  employees. 
However,  the  PUC  identified  most  of  the  overbillings  and 
disallowed  $61,462.  The  net  effect  is  that  the  PUC  underpaid  the 
partners  by  $10,787. 


The  Partners  and  Subconsultants  Used  Incorrect 
Payrates  for  Several  Employees  in  Billing  the  PUC 

We  reviewed  the  billing  rates  for  a sample  of  employees  who 
worked  for  the  partners  or  for  its  subconsultants.  Our  review 
disclosed  that  the  partners  and  two  subconsultants  used  incorrect 
billing  rates  for  six  of  their  employees,  overbilling  the  PUC  for  two 
employees  by  $10,771  and  underbilling  for  four  other  employees 
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The  partners  exceeded 
the  maximum  billing 
rate  for  employees. 


by  $22,435.  The  net  effect  is  that  the  partners  underbilled  the  PUC 
by  $11,664. 

In  addition,  two  of  the  partners’  subconsultants  increased  the 
payrates  for  seven  of  their  employees.  However,  in  doing  so,  the 
subconsultants  exceeded  the  maximum  increase  allowed  by  the 
agreement  and  overbilled  the  PUC  by  $16,144.  The  PUC  identified 
some  of  the  partners’  errors,  and  decreased  payment  of  this  amount 
by  $1 1,765,  but  did  not  identify  the  remaining  $4,379  in 
overbillings.  According  to  the  agreement,  payrate  increases  are  to 
be  limited  to  a maximum  of  the  change  in  the  Consumer  Price 
Index  (CPI)  for  wages  in  the  San  Francisco  Bay  Area  for  the 
previous  year.  For  employees  given  payrate  increases  after  August 

2001,  the  subconsultants  should  have  limited  the  increase  to  5 
percent,  and  for  employees  given  payrate  increases  after  August 

2002,  the  subconsultants  should  have  limited  the  increase  to  1 .4 
percent.  However,  the  consultants  exceeded  these  limits,  and  gave 
increases  to  their  employees  that  exceeded  the  applicable  change  in 
the  CPI  by  1 .6  to  1 1 . 1 points. 


The  Partners  and  One  Subconsultant  Exceeded  the 
Maximum  Billing  Rate  for  Several  Employees 

In  the  sample  of  employees  we  tested,  our  review  disclosed  46 
instances  in  which  the  partners  billed  the  PUC  for  three  of  the 
partners’  employees  at  rates  exceeding  the  agreement’s  maximum 
billing  rate.  The  partners  billed  rates  ranging  fi-om  $152  to  $233. 
However,  the  maximum  billing  rate,  after  the  annual  CPI 
adjustment,  is  not  to  exceed  $147  per  hour  for  services  performed 
through  August  2002  and  $149  per  hour  thereafter.  Additionally,  in 
the  sample  of  invoices  that  we  reviewed,  a subconsultant  billed  the 
PUC  for  four  of  the  subconsultant’s  employees  at  rates  that  ranged 
from  $154  to  $210  and  exceeded  the  maximum  billing  rate.  As  a 
result  of  these  errors,  the  partners  and  the  subconsultant  overbilled 
the  PUC  by  $46,195.  The  PUC  identified  most  of  these  errors,  and 
paid  only  the  maximum  billing  rate  in  37  of  the  46  instances. 
However,  it  did  not  identify  the  remaining  9 instances  where  the 
partners  and  a subconsultant  overbilled  the  PUC  by  $3,165. 
Moreover,  the  PUC  made  errors  in  adjusting  the  overbillings,  and 
actually  underpaid  the  partners.  The  PUC’s  adjustments  totaled 
$49,696.  The  net  effect  is  that  the  PUC  underpaid  the  partners  by 
$3,501. 

The  PUC  made  errors  in  adjusting  the  overbillings  because  it  , 
applied  a maximum  billing  rate  of  $147  per  hour  for  all  the 
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The  partners  charged 
incorrect  overhead 
rates. 


overbillings  it  identified.  However,  the  PUC  should  have  included 
a CPI  adjustment  for  work  conducted  by  the  partners  and  its 
subconsultant  after  August  2002.  When  the  agreement  was  initially 
considered  to  be  started  in  September  2000,  the  maximum  billing 
rate  was  $140.  This  amount  was  to  be  adjusted  each  year  based  on 
the  change  in  the  CPI  for  wage  changes  for  the  San  Francisco  Bay 
Area  for  the  prior  year.  While  the  PUC  correctly  increased  the 
maximum  billing  rate  for  work  conducted  during  the  second  year 
of  the  agreement  to  $147  because  of  the  5 percent  increase  in  the 
CPI,  the  PUC  did  not  adjust  the  maximum  billing  rate  for  the 
subsequent  year.  Furthermore,  the  adjustment  in  the  maximum 
billing  rate  for  the  second  year  did  not  take  place  in  September 
2001,  but  in  March  2002.  This  was  because  the  alliance  did  not 
request  an  adjustment  until  that  date,  which  is  six  months  after  it 
could  have  requested  the  annual  adjustment.  For  the  one-year 
period  starting  in  September  2002,  the  PUC  should  have  again 
increased  the  maximum  billing  rate  by  the  change  in  the  CPI  for 
the  previous  year,  or  1 .4  percent. 

According  to  the  partners’  business  manager  and  contracts 
manager,  the  initial  CPI  adjustment  of  5 percent,  making  the 
maximum  billing  rate  at  $147  per  hour  as  opposed  to  $140  per 
hour  in  the  initial  year  of  the  contract,  did  not  take  place  until 
March  2002  and  therefore,  another  adjustment  cannot  be  made 
until  March  2003.  The  PUC  agrees  with  the  partners’ 
interpretation.  However,  according  to  the  agreement,  the 
adjustment  is  to  be  made  annually  and  since  the  agreement’s  yearly 
anniversary  is  in  September,  we  believe  the  adjustments  should  be 
made  as  of  September  of  each  year  of  the  agreement. 


The  Partners  and  Subconsultants  Did  Not 
Charge  Correct  Overhead  Rates 

The  Water  Infrastructure  Partners  and  its  subconsultants  charged 
their  provisional  overhead  rates  instead  of  the  required  actual 
overhead  rates  in  their  reimbursement  requests  to  the  Public 
Utilities  Commission  for  the  work  the  partners  and  subconsultants 
conducted  on  the  agreement.  The  agreement  requires  the  partners 
to  use  the  actual  overhead  rates  established  by  annual  audits,  and 
adjust  any  payments  that  were  made  on  the  provisional  rates. 
Although  the  PUC  has  not  obtained  the  results  of  overhead  audits 
for  the  second  year  of  the  agreement,  as  we  noted  in  our  third 
review  of  the  alliance,  which  we  issued  on  April  8,  2002,  Bechtel 
Infirastructure  Corporation  (Bechtel)  recommended  changes  from 
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The  PUC  incorrectly 
paid  fixed  rates  for 
services. 


the  provisional  overhead  rates  used  by  the  alliance  members  for  the 
first  year  of  the  agreement. 

Some  of  the  subconsultants  that  worked  under  the  alliance  have 
continued  to  work  as  subconsultants  to  the  partners,  and  the 
partners  should  have  used  the  overhead  rates  recommended  by 
Bechtel  for  the  subconsultants  who  conducted  work  for  the 
partners  even  though  the  actual  overhead  rates  have  not  been 
established  for  the  subconsultants  for  the  second  year  of  the 
agreement.  By  using  the  actual  overhead  rates  established  for  the 
first  year  of  the  agreement,  it  will  be  more  likely  that  the  overhead 
rates  are  more  accurate  than  the  provisional  overhead  rates  initially 
established  in  the  agreement  in  September  2000.  According  to  the 
partners’  contracts  manager,  he  did  contact  the  PUC’s  program 
manager  to  determine  if  the  provisional  rates  were  supposed  to  be 
changed.  When  he  received  a response  that  indicated  he  was  to 
follow  the  contract  provisions,  he  understood  that  to  mean  the 
provisional  rates  should  continue  to  be  used. 

Furthermore,  the  PUC  has  not  obtained  the  overhead  audits  fi-om 
the  first  year  of  the  agreement  for  the  partners’  two  prime 
consultants,  Jacobs  Civil,  Inc.,  and  Primus  Infi-astructure,  LLC. 


The  PUC  Improperly  Paid  Some  Subconsultants 
at  Rates  Not  Specifically  Allowed  by  the 
Agreement 

The  PUC  paid  three  subconsultants  at  fixed  rates  for  the  services 
they  provided  to  the  PUC.  However,  the  agreement  between  the 
PUC  and  the  partners  only  addresses  payment  of  actual  salaries 
multiplied  by  an  overhead  rate.  While  the  PUC  failed  to  identify 
these  improper  payments,  the  partners  also  did  not  follow  the 
agreement  when  it  entered  a subcontract  with  one  of  the 
subconsultants  at  a fixed  rate.  The  other  two  subconsultants  had 
entered  subcontracts  with  the  alliance.  According  to  the  partners’ 
contracts  manager,  the  subconsultant  hired  by  the  partners  is  a sole 
proprietor  and  as  such  would  not  be  paid  a salary  or  have  a 
multiplier  rate.  Nevertheless,  the  partners  should  have  informed  the 
PUC  of  the  need  to  use  a fixed  rate  contractor  and  obtained  the 
PUC’s  approval  prior  to  hiring  the  subconsultant. 

In  another  case,  a fourth  subconsultant  charged  for  the  services  of 
two  independent  contractors  it  hired  to  assist  it  in  providing 
services  to  the  PUC.  In  this  instance,  the  subconsultant  charged  for 
the  contractors’  services  at  fixed  rates  and  then  also 


14 


inappropriately  charged  overhead  rates  for  the  contractors. 
According  to  the  agreement,  the  overhead  multiplier  is  to  be 
applied  to  direct  salaries.  If  the  PUC  and  the  partners  had  been 
adequately  monitoring  the  fourth  subconsultant,  and  requested 
payroll  information  from  the  subconsultant,  they  would  have  seen 
that  the  subconsultant  was  not  paying  a direct  salary  to  the 
independent  contractors  and  thus  the  subconsultant  should  not  have 
included  overhead  charges  for  the  independent  contractors. 

According  to  the  PUC’s  manager  of  capital  program  resources,  she 
expected  that  the  PUC  required  all  the  subconsultants  to  furnish 
payroll  registers  to  ensure  that  the  PUC  did  not  overpay  for 
services.  According  to  the  PUC  staff  who  reviewed  the  invoices, 
they  did  request  payroll  registers  for  the  subconsultant’s  staff. 
However  the  partners  did  not  provide  them  with  the  registers. 
Because  the  PUC  staff  did  not  want  to  further  delay  payment  of  the 
invoices,  they  paid  the  invoices  as  submitted. 

While  a fixed  rate  contract  may  be  easier  to  administer,  because  it 
would  not  require  payroll  registers  or  overhead  audits  that  need  to 
be  tracked  and  verified,  the  agreement  does  not  specifically  allow 
for  consultants  to  be  paid  on  a fixed  rate  basis.  Furthermore, 
without  knowing  the  hourly  rates  paid  by  the  subconsultant  to  its 
staff  or  the  subconsultant’s  overhead  multiplier  rate,  the  partners 
cannot  assure  the  PUC  that  this  type  of  arrangement  is  more  cost 
effective  than  paying  direct  salaries,  overhead,  and  additional  base 
and  performance  fees. 

The  PUC  needs  to  determine  whether  it  will  allow  some 
subconsultants  to  be  paid  at  fixed  rates  and  if  so,  it  should  amend 
the  agreement  to  reflect  this  new  practice.  It  should  also  develop 
written  criteria  to  determine  the  circumstances  whereby  a 
subconsultant  could  be  paid  in  this  manner. 


The  Partners  Did  Not  Obtain  the  PUC’s 
Approval  to  Incur  Other  Direct  Charges 


The  partners  incurred 
other  direct  charges 
without  obtaining  prior 
approval. 


Although  the  partners  submitted  invoices  totaling  $1 10,498  for 
other  direct  charges,  the  PUC  is  not  planning  on  reimbursing  the 
partners  for  almost  the  entire  amount  because  the  partners  had  not 
obtained  the  prior  approval  of  the  PUC  to  incur  those  charges.  The 
PUC  approved  for  payment  $350  in  other  direct  charges  for  Muni 
fast  passes,  but  has  not  approved  the  remaining  $1 10,148. 
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According  to  the  agreement,  the  PUC’s  approval  is  required  before 
the  partners  can  incur  costs  that  are  in  the  agreement’s  category  of 
other  direct  charges. 

The  $1 10,148  of  other  direct  charges  that  the  PUC  did  not  approve 
consists  of  $69,828  in  payroll  costs  for  Bechtel  staff  on  loan  to  the 
partners  through  an  agreement  between  Bechtel  and  the  partners, 
and  $40,320  in  various  expenses,  including  travel,  outside 
consultant  services.  Federal  Express  charges,  and  cellular  phone 
charges.  All  of  these  expenses  are  not  specifically  identified  in  the 
agreement  as  allowable  other  direct  charges.  According  to  the 
PUC’s  project  manager,  the  partners  did  not  obtain  the  prior 
approval  of  the  PUC  to  incur  these  expenses,  and  as  a result,  the 
PUC  is  not  approving  the  payment  of  these  costs. 


THE  PUC  NEEDS  TO  IMPROVE  ITS 
MANAGEMENT  OF  THE  AGREEMENT 


The  PUC  has  not  taken 
sufficient  corrective 
action  to  prior  audit 
recommendations. 


While  this  is  the  first  audit  of  the  agreement  between  the  Public 
Utilities  Commission  and  the  Water  Infi-astructure  Partners,  we 
have  issued  three  previous  reports  on  our  audits  of  the  agreement 
between  the  PUC  and  the  San  Francisco  Water  Alliance.  Since  we 
started  our  audits  in  2001 , we  identified  a number  of  recurring 
problems  for  which  the  PUC  has  not  take  sufficient  corrective 
actions,  and  the  lack  or  insufficiency  of  its  actions  are  now  being 
seen  in  its  management  of  the  agreement  with  the  partners.  As  we 
discuss  in  another  section  of  this  report,  the  PUC  is  not  ensuring 
that  it  pays  invoices  within  the  required  30  days,  and  paid  the 
partners  from  7 to  63  days  late.  In  our  first  three  audit  reports  on 
the  PUC  and  the  alliance,  we  identified  that  the  PUC  was  slow  in 
paying  the  alhance.  The  PUC,  however,  has  not  taken  sufficient 
corrective  action  to  allow  it  to  pay  the  partners’  invoices  on  a 
timely  basis. 


Furthermore,  the  PUC  has  not  taken  sufficient  corrective  action  to 
ensure  that  the  partners  and  subconsultants  bill  only  for  the  rates 
that  it  pays  to  employees.  We  recommended  in  our  first,  second, 
and  third  audit  reports  of  the  agreement  between  the  PUC  and  the 
alliance  that  the  PUC  ensure  that  the  alliance  and  its  subconsultants 
are  billing  the  proper  rate  for  its  employees  by  verifying  that  the 
employees’  hourly  rates  in  the  invoices  are  the  same  as  the  hourly 
rates  the  employees  are  actually  paid,  as  long  as  the  rates  do  not 
exceed  the  amounts  allowed  by  the  agreement.  However,  as  we 
discuss  in  another  section  of  the  report,  the  PUC  has  still  not  done 
so,  and  as  a result,  did  not  identify  several  instances  of  overbillings 
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and  imderbillings  of  employee  salaries.  We  were  able  to  identify 
these  errors  by  verifying  the  billed  salaries  to  the  paid  salaries 
indicated  in  the  firms’  payroll  registers.  Furthermore,  we  had  to 
request  the  firms  to  provide  their  payroll  registers  to  us. 

In  our  first  audit  report  issued  on  July  18,  2001,  we  recommended 
that  the  PUC  make  sure  all  parties  are  in  agreement  as  to  what 
constitutes  other  direct  costs  that  will  be  reimbursed  by  the  PUC. 

In  that  audit,  we  learned  that  the  alliance  requested  reimbursement 
for  some  other  direct  costs  that  were  not  specifically  identified  in 
the  agreement  as  allowable  charges.  In  our  current  audit,  the  PUC 
will  not  pay  more  than  $1 10,000  in  other  direct  costs  because  the 
partners  did  not  receive  prior  approval  from  the  PUC  before 
incurring  the  costs.  Nevertheless,  all  of  the  expenses  the  partners 
requested  reimbursement  as  other  direct  costs  are  not  specifically 
identified  in  the  agreement  as  allowable  other  direct  charges.  The 
PUC  needs  to  make  sure  the  current  parties  are  in  agreement  as  to 
what  the  PUC  will  reimburse  in  the  category  of  other  direct  costs. 

In  addition,  the  PUC  has  not  allocated  sufficient  resources  to  the 
overall  management  of  the  agreement.  Although  the  PUC  assigns 
project  managers  who  work  with  the  partners’  staff  on  various  task 
orders,  the  PUC  has  not  assigned  enough  project  management  staff 
to  oversee  the  entire  project.  For  example,  the  project  management 
staff  consists  of  two  part-time  staff  who  also  have  other 
responsibilities  in  the  PUC.  However,  we  believe  the  PUC  should 
assign  full-time  staff  to  properly  monitor  both  the  financial  and 
performance  aspects  of  the  agreement.  Due  to  the  lack  of  sufficient 
program  management  staff,  the  PUC  has  not  yet  established  a 
formal  system  to  track  all  of  the  invoices  submitted  by  the  partners, 
and  account  for  all  of  the  payments  and  resulting  adjustments  made 
by  both  the  PUC  and  the  partners. 


RECOMMENDATIONS 

To  ensure  that  the  Water  Infrastructure  Partners  fulfills  the 
compensation  provisions  of  its  agreement  with  the  Public  Utilities 
Commission,  the  PUC  should  take  the  following  actions: 

• Promptly  pay  satisfactory  invoices  within  the  30  days 
specified  in  the  agreement.  It  should  not  withhold  payment 
for  the  entire  invoice  if  it  is  questioning  only  a portion  of 
the  invoice. 
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• Inform  the  partners  promptly  about  any  amounts  that  it 
disallows  or  does  not  pay  so  that  the  partners  can  provide 
the  necessary  documentation  to  support  its  expenses. 

• Require  the  partners  to  provide  overhead  audits  of  the 
partners  and  subconsultants  for  the  second  year  of  the 
agreement.  Until  the  PUC  receives  those  audits,  it  should 
require  the  partners  to  use  the  overhead  rates  established  by 
Bechtel  Infrastructure  Corporation  for  those  subconsultants 
reviewed  by  Bechtel  for  the  first  year  of  the  agreement.  The 
PUC  should  continue  to  use  the  provisional  overhead  for 
any  other  subconsultants  until  it  receives  the  overhead 
audits  for  those  firms. 

• Determine  the  basis  on  which  it  will  calculate  the 
performance  fee  due  to  the  partners. 

• Require  the  partners  to  review  the  billing  rates  for  the 
invoices  that  the  auditors  did  not  examine  so  that  it  can 
identify  any  other  payroll  errors  made  by  the  partners  or  its 
subconsultants.  The  partners  should  submit  to  the  PUC  the 
detailed  results  of  the  partners’  review.  The  PUC  should 
then  analyze  the  results  so  that  it  can  ensure  that  the 
partners  and  its  subconsultants  are  billing  the  proper  rates 
for  their  employees.  To  do  so,  the  PUC  needs  to  require  the 
partners  and  the  subconsultants  submit  employees’  pay 
registers  and  timesheets  with  the  invoices  and  verify  that 
the  hourly  rates  listed  on  the  invoices  are  identical  to  the 
hourly  rates  that  employees  actually  receive  and  to  confirm 
that  the  rates  do  not  exceed  the  amounts  allowed  by  the 
agreement. 

• Adjust  the  payments  to  the  partners  for  the  payroll  billing 
errors  that  we  identified.  It  should  also  require  the  partners 
to  adjust  payments  for  future  invoices  by  any  amounts  that 
the  PUC  either  overpaid  or  underpaid  because  the  partners 
used  incorrect  pay  rates. 

• Determine  whether  it  will  allow  some  subconsultants  to  be 
paid  at  fixed  rates  and  if  so,  it  should  amend  the  agreement 
to  reflect  this  new  practice.  It  should  also  develop  written 
criteria  to  determine  the  circumstances  whereby  a 
subconsultant  could  be  paid  in  this  manner. 
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• Implement  prior  audit  recommendations,  including 
ensuring  that  all  parties  are  in  agreement  as  to  what 
constitutes  other  direct  costs. 

• Allocate  more  program  management  staff  to  better  monitor 
and  manage  the  overall  project. 

We  conducted  this  audit  according  to  the  standards  established  by 
the  Institute  of  Internal  Auditors.  We  limited  our  audit  to  those 
areas  specified  in  the  audit  scope  section  of  this  report. 


Staff:  Carmen  LeFranc,  Audit  Manager 
Ann  Foley 
Leon  Valle,  Jr. 

Helen  Vo 
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APPENDIX 


The  PUC’s  Evaluations  of  the  Water  Infrastructure  Partners 
Completed  and  Interim  Task  Order  Numbers  54  - 63  for  Year  Two  of  the  Agreement 
As  of  December  21 , 2002 


Evaluation  Scores 


Task 

Sub 

Description 

Possible 

Total 

Invoiced 

Budgeted 

Order 

Task 

Score 

Score 

Percentage 

Costs  as  of 

Cost  as  of 

Achieved 

Dec  21. 2002 

Dec  21. 2002 

54-2B 

1 

Oversight  and  Administration 

5.00 

3.00 

60% 

54-2B 

2 

Scoping 

5.00 

3.50 

70% 

54-2B 

3 

Staff  and  Organizational  Development 

5.00 

5.00 

100% 

54-2B 

4 

Implementation  of  the  Capital  Improvement  Repair  and 
Rehabilitation  Organization 

5.00 

5.00 

100% 

54-2B 

5 

Communications  and  Public  Affairs 

5.00 

4.00 

80% 

54-2B 

6 

Diversity  Program  Support 

5.00 

3.25 

65% 

54-2B 

7 

Program  Controls 

5.00 

3.00 

60% 

54-2B 

8 

Cost  Estimating  Database 

5.00 

3.70 

74% 

54-2B 

9 

Engineering  Practices 

5.00 

3.90 

78% 

54-2B 

10 

Records  Management 

5.00 

4.00 

80% 

54-2B 

11 

Graphic  Design  and  Audio  Visual  Development 

5.00 

3.00 

60% 

2,589,566 

2,928,245 

55-2 

Irvington  Tunnel  / Alameda  Siphons 

3.00 

1.30 

43% 

182,680 

600,000 

56-2 

Inspection  Services 

N/A 

N/A 

42,467 

291,882 

57-2 

Bay  Division  Pipelines  - Alternative  Analysis 

3.00 

1.30 

43% 

146,464 

486,637 

58 

Reliability  Phase  3 Implementation  Plan 

3.75 

2.25 

60% 

62,140 

182,975 

59-2 

Stoner  Model  Validation 

5.00 

2.65 

53% 

15,081 

36,086 

60-2 

Pre-Design 

N/A 

N/A 

99,380 

1,038,672 

61-2 

Baden  Pump  Station  Resident  Engineer 

5.00 

3.00 

60% 

33,416 

319,584 

62-2 

Sunol  Valley  Water  Treatment  Plant  Instrumentation 
and  Control  Inspection  Services 

3.75 

2.25 

60% 

32,056 

45,645 

63-2 

Diversity  Support 

N/A 

N/A 

10,940 

21,493 

Total 

78.50 

54.10 

69% 

$3,214,190 

$5,951,219 

N/A  = Not  Available 
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SAN  FRANCISCO  PUBLIC  UTILITES  COMMISSION 
RESPONSE  TO  THE  AUDIT: 


Water 

Hetch  hetcht 
Water  & Power 
Clean  Water 


Willie  L.  Brown,  Jr. 
Mayor 


SAN  FRANCISCO  PUBLIC  UTILITIES  COMMISSION 

1155  Market  Street,  9"  Roor  • San  Francisco  California  • 941 03 
Office  of  the  Assistant  General  Manager,  Infrastructure 


June  30,  2003 


Mr.  Edward  Harrington 
Controller  . 

City  and  County  of  San  Francisco 

City  Hall  Room  316 

San  Francisco,  CA  94102 


E.  Dennis  Normandy 

President 

Ashok  Kumar  Bhatt 

Vice  President 

>Uin  Mollor  Caen 
Jeffrey  Chen 
Robert  J.  Costello 


Subject:  Response  to  Audit  Number  02043 

The  Water  Infrastructure  Partners  (WIP),  formerly  San  Francisco 
Water  Alliance  (SFWA),  Contract  Fifth  Audit  Report 

Dear  Mr.  Harrington: 


Patricia  E.  Martel  . . 

General  Manager  I am  providmg  responses  to  the  comments  found  on  pages  17  and  18  of  the 

Harlan  L.  Kelly.  Jr.  Recooimendations  Section  of  the  WIP  Contract  Fifth  Audit  Report,  as  follows: 

Assistant  General 
Manager, 

Infrastructure  1)  Comment:  Promptly  pay  invoices  within  the  30  days  specified  in  the  agreement. 

It  should  not  withhold  payment  for  the  entire  invoice  if  it  is  questioning  only  a 
portion  of  the  invoice. 


Response:  SFPUC  pays  correct  invoices  within  30  days.  When  invoices  are 
submitted  with  errors  such  as  wrong  billing  rates,  in-house  staff  must  take  the  time 
to  make  corrections  and  recalculations.  Other  Direct  Costs  are  frequently  submitted 
without  prior  approval.  In  some  instances,  a portion  of  the  invoice  is  withheld 
pending  further  documentation,  however  we  have  not  withheld  payment  of  an  entire 
invoice  during  an  audit  period. 

2)  Comment:  Inform  the  partners  promptly  about  any  amounts  that  it  disallows 
or  does  not  pay  so  that  the  partners  can  provide  the  necessary  documentation  to 
support  its  expenses. 


Response:  Since  September  2002,  we  have  tabulated  shortpays  and  provided  copies 
to  the  Water  Infrastructure  Partners  (hereafter  referred  to  as  partners  or  WIP). 
Shortpays  for  the  period  June  2002  through  August  2002  have  also  been  provided  to 
WIP. 

3)  Comment:  Require  the  partners  to  provide  overhead  audits  of  the  partners  and 
subconsultants  for  the  second  year  of  the  agreement  Until  SFPUC  receives  those 
audits,  it  should  require  the  partners  to  use  the  overhead  rates  established  by  Bechtel 
Infrastructure  Corporation  for  those  siibconsultants  reviewed  by  Bechtel  for  the  first 
year  of  the  agreement  The  SFPUC  should  continue  to  use  the  provisional  overhead 
for  any  other  subconsultants  untU  it  receives  the  overhead  audits  for  those  firms. 
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Mr.  Edward  Harrington 
June  30.  2003 
Page  2 of  3 pages 


Response:  We  are  working  with  the  City  Attorney’s  Office  to  require  that  WIP 
provide  overhead  audits  of  the  subconsultants.  Our  in-house  audit  team  will  adjust 
the  overhead  payments  for  the  second  year  of  the  agreement. 

4)  Comment:  Determine  the  basis  on  which  it  will  calculate  the  performance  fee 
due  to  the  partners. 

Response:  Our  project  managers  will  evaluate  WlP’s  performance  and  seek  the 
Commission’s  approval  for  the  fee. 

5)  Comment:  Require  the  partners  to  review  the  billing  rates  for  the  invoices  that 
the  auditors  did  not  examine  so  that  it  can  identify  any  other  payroll  errors  made 
by  the  partners  or  its  subconsultants. 

Response:  The  SFPUC  team  will  require  that  WIP  review  the  billing  rates  that  the 
auditors  did  not  examine.  We  are  also  adding  an  accountant  to  review  all  WIP 
invoices,  and  to  ensure  that  aU  disputes  are  resolved  expeditiously. 

6)  Adjust  the  payments  to  the  partners  for  the  payroll  billing  errors  that  were 
identified  by  the  auditors.  It  should  also  require  the  partners  to  adjust  the 
payments  for  future  invoices  by  any  amounts  that  the  SFPUC  either  overpaid  or 
underpaid  because  the  partners  used  incorrect  pay  rates. 

Response:  WIP  has  already  been  notified  to  adjust  future  invoices  to  reflect  correct 
billing  rates.  With  the  addition  of  an  accountant,  SFPUC  should  be  able  to  verify 
that  correct  adjustments  are  made  to  future  invoices  due  to  previously  incorrect  pay 
rates. 

7)  Determine  whether  it  will  allow  some  subcousultants  to  be  paid  at  fixed  rates 
and  if  so,  it  should  amend  the  agreement  and  develop  written  criteria  for  this  new 
practice. 

Response:  SFPUC  and  the  consulting  staff  are  working  to  clarify  the  terms  of  tlie 
contract  with  help  from  our  in-house  audit  team.  The  Contract  may  be  amended 
pending  the  outcome  of  these  discussions. 

8)  Comment:  Implement  prior  audit  recommendations,  including  ensuring  that  all 
parties  are  in  agreement  as  to  what  constitutes  other  direct  costs. 

Response:  With  the  April  2003  invoice  for  Project  Management  approval,  we  have 
attached  a checklist  to  assist  the  project  manager  in  reviewing  invoices.  Tliis  list 
describes  the  audit  recommendations  that  pertain  to  individual  invoices.  SFPUC 
and  WIP  are  in  the  process  of  agreeing  as  to  what  constitutes  other  direct  costs,  as 
well  as  other  audit  and  contract  issues,  tlirough  weekly  conferences. 
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Mr.  Edwai'd  Harrington 
June  30,  2003 
Page  3 of  3 pages 

If  you  have  questions  or  need  additional  information,  please  do  not  hesitate  to  contact  me 
at  (415)  554-0740.  I appreciate  very  much  the  time  and  effort  that  yom  office  put  into 
generating  this  critical  audit. 


Sincerely, 


c: 


Karen  Kubick 
Mike  Quan 
Jim  Buker 
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WATER  INFRASTRUCTURE  PARTNERS 
RESPONSE  TO  THE  AUDIT: 


Water 

Infrastructure 
Partners 

of  Jacobs  Civil,  Inc  & Primus  Infrastructure.  LLC 


June  30. 2003  , CCN  02189 

Mr.  Ed  Harrington  — Controller 
City  and  County  of  San  Francisco 
City  Hall,  Room  316 
1 Dr.  Carlton  B.  Goodlett  Place 
San  Francisco,  CA  94102 

Transmitted  Through; 

Mr.  Steve  Maiolini 
PUC  WIP  Contract  Manager 
1155  Market  St.  6“^  Floor 
San  Francisco,  CA  94103 


Subject:  Public  Utilities  Commission  Audit  Number  02043 

June  30,  2003  — Water  Infrastructure  Partners  Response 

Dear  Mr.  Harrington: 

This  letter  forwards  the  Water  Infrastructure  Partners’  (WlP’s)  comments  to  the  above 
subject  audit. 

If  you  have  questions  or  comments  regarding  this  letter,  please  contact  me  at  551-4668 
or  Paul  Spickard,  WIP  Contracts  Manager,  at  551-4677. 


Sincerely, 

Phillip  Kohne 

Program  Director 

Water  Infrastructure  Partners 

PCK/pas 


cc:  Annie  Li.  & S.  Maiolini,  (e"’  floor) 

Document  Control,  M.  Portillo,  & P.  Spickard  (9’*’) 


Project  Office:  1155  MaAet  Street,  S®*  Floor  ■ San  Francisco,  CA  94013  ■ Tel:  415.551.4677.  ■ Fax:  415.551.4555 
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Audit  Issues  and  WIP  Response 
Audit  Number  02043  June  30,  2003 


Issue  - Provisions  in  the  Agreement: 

. the  board  is  to  approve  annually  the  continuation  of  the  agreement  for  another  year. . . 
WIP  Response: 

The  funding  by  the  PUC  not  been  consistent.  The  PUC  does  not  always  authonze  the  full 
funding  amount  and  frequently  authorizes  WIP  to  proceed  on  a month-by-month  basis.  This 
process  impacts  WfP*s  ability  to  efFectivety  staff,  plan  and  administer  to  the  project. 


Issue  - Fee  percentages 

WIP  Response: 

Need  to  define  in  the  contract  that  awards  made  with  one  year’s  funding  carries  over  into  another 
year  will  be  measured  against  the  base  and  performance  fees  established  for  the  award  year.  In 
other  words  a task  issued  witli  year  two  funding  that  runs  into  year  three  will  be  paid  against  the 
year  two  base  and  performance  fees. 


Issue  - Evaluation  of  Consultant  performance: 

‘The  PUC  evaluated  the  tasks  by  listing  weighted  criteria. . 

WIP  Response:  WIP  and  PUC  need  to  develop  a consistent  methodology  for  applying 
performance  criteria  to  each  PMO  Subtask  and  PM/CM  task.  The  contract  key  performance 
measures  do  not  reflect  the  work  that  WIP  is  being  tasked  to  do. 


Issue  - The  Partners  made  some  errors  billing  the  PUC  for  payroll  costs. 

WIP  Response: 

Incorrect  billing  rates  due  to  direct  labor  rates  errors:  This  is  the  first  audit  with  the  new  joint 
venture.  Some  of  the  billing  rates  were  based  upon  direct  labor  rates  provided  to  WIP  by  SFWA. 
Therefore,  some  of  the  direct  labor  rates  were  lower  than  the  employee’s  actual  rate.  These  rates 
have  subsequently  been  adjusted  in  our  Prolog  system  to  reflect  the  actual  rates.  The  SFPUC  has 
agreed  to  provide  their  audited  direct  labor  spreadsheet  to  WIP.  This  will  be  used  as  a baseline  to 
validate  that  we  are  in  agreement  on  all  current  direct  labor  rates.  New  hires  and  rate  changes 
will  subsequently  need  to  be  validated  by  company  payroll  registers. 

Exceeded  maximum  allowable  increase  for  pay  raises:  Appendix  D page  3 — Direct  Labor  Rates 
states,  “Adjustments  for  individual  Consultant  employees  may  exceed  the  maximum  provided 
that  the  total  adjustment  dollars  for  consultant  employees  dedicated  to  this  contract  does  not 
exceed  the  maximum  dollars  based  on  the  total  direct  salary  paid  on  the  contract  for  the  previous 
year  plus  the  CPI. . ..”  This  clause  allows  individual  employee  rate  increases  to  exceed  the 
maximum  allowed  by  CPI.  However,  there  are  a couple  of  inherent  problems  with  this  clause. 

The  contract  docs  not  provide  a clear  definition  of  “regularly  assigned”  or  “dedicated  to  this 
contract.”  The  PUC  is  in  control  of  which  tasks  are  awarded  and  the  type  of  work  that  is  needed. 
This  condition  may  require  significant  shifts  in  WIP  personnel  fi’om  year  to  year  or  fi'om  task  to 
task.  SFWA  and  WIP  have  had  to  mobilize  and  demobilize  many  staff  members.  This  activity 
has  required  significant  changes  to  the  names,  numbers  and  types  of  staffbrought  to  the  project. 
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This  also  makes  it  clearly  difficult  to  compare  one  year’s  labor  effort  to  another  year’s  effort.  In 
addition  the  planned  budget  for  each  program  year  is  different  making  the  calculation  much  more 
difficult.  The  contract  allows  total  funding  under  the  agreement  to  a maximum  of  $45M.  The 
annual  funding  varies  from  year  to  year  in  the  range  from  $8M  to  $14M  per  year. 

Maximum  billing  rate:  The  maximum  billing  rate  was  exceeded  on  some  employees.  WIP 
submitted  requests  to  the  SFPUC  for  some  employee  rates  to  be  adjusted  above  the  authorized 
maximum  billing  rate.  The  PUC  did  not  respond  to  these  requests.  Appendix  D states:  “Billing 
rates  for  Consultant  staff  regularly  assigned  to  the  project  shall  not  exceed  the  maximum  rate. ...” 
The  contract  fails  to  provide  a definition  of  regularly  assigned.  WIP’s  initial  interpretation  of  this 
clause  was  that  anyone  not  working  a regular  schedule  on  the  project  was  not  regularly  assigned 
and  therefore  could  be  billed  at  the  actual  rates  even  if  it  exceeded  the  maximum  billing  rate.  In 
order  to  process  invoices  WDP  reduced  the  billing  rate  of  the  employees  without  prior  approval  to 
the  maximum  billing  rate. 


Issue  - Annual  Date: 

WIP  Response: 

Annual  date  is  not  defined  in  the  contract.  Appendix  D states  that:  “Direct  labor  payroll  rates  can 
be  adjusted  annually.”  This  does  not  say  that  employee  annual  increases  need  to  be  tied  to  the 
anniversary  of  the  contract.  WIP  considers  that  the  rate  adjustments  are  dependent  on  the 
consultants’  and  subconsultants’  company  policies.  As  an  example  Jacobs  adjusts  direct  labor 
rates  during  the  first  pay  period  of  the  new  fiscal  year.  OCC  adjusts  rates  on  January  1®*.  Primus 
adjusts  the  employee  rates  on  the  employee’s  company  anniversary. 


Issue  - The  Partners  and  Subs  did  not  charge  correct  overhead  rates 

WIP  Response: 

Bechtel  (SFWA)  performed  an  audit  in  accordance  with  the  FAR  requirements  as  specified  in 
Appendix  D at  the  completion  of  year  one.  It  was  reported  to  WIP  that  the  audit  was  accepted 
and  approved  at  various  levels.  However  it  was  subsequently  rejected  and  determined  to  be  not 
acceptable  as  it  was  not  an  independent  audit.  This  reinforces  WIP’s  position  that  the  audits  need 
to  be  performed  by  the  City  or  by  an  agency  appointed  by  the  City.  If  the  PUC  needs  WIP  to  use 
rates  other  than  those  written  into  the  contract  the  direction  must  be  in  a written  form.  No  such 
direction  has  been  issued  to  date. 


Issue  - Audit  results  from  Jacobs  and  Primus  not  provided  to  City 

WIP  Response: 

When  this  contract  was  originally  awarded  one  of  the  original  consultants  was  Sverdrup  Civil 
Inc.  This  is  now  .Jacobs  Civil  Inc.  Sverdrup  provided  the  most  current  DCAA  audit  information 
to  SFWA  on  October  19,  2001 . This  information  was  to  be  forwarded  by  SFWA  to  the  PUC. 
Jacobs  has  additional  audit  information  that  will  be  provided  to  the  PUC  in  July  2003. 

Primus  was  previously  doing  business  as  the  Jefferson  Company.  Bechtel  performed  an  audit 
based  upon  the  FAR  requirements  on  Jefferson  and  included  those  results  in  a report  to  the  PUC 
September  10,  2001. ^ 
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Issue  - Fixed  Rale  Subcontracts 

WIP  Response: 

The  auditors  have  stated  that  the  contract  does  not  specifically  allow  fixed  rate  or  firm  fixed 
price  subcontracts.  However,  the  contract  does  not  specifically  exclude  these  contracting 
methods.  During  the  performance  of  our  work  outside  services  are  frequently  required  that  can 
not  be  awarded  by  other  than  fixed  rate  or  fixed  price  subcontracting  methods  (we  had  to  use  a 
credit  card  in  order  to  get  some  of  our  lab  testing  results).  WIP  and  the  PUC  need  to  have  the 
flexibility  under  this  contract  to  place  our  subcontract  actions  based  upon  rational  and  effective 
contracting  methodology  that  will  provide  the  PUC  with  the  best  value  and  lowest  risk  possible. 

Both  WIP  and  PUC  have  been  cited  by  this  audit  as  failing  to  meet  the  administrative 
requirements  of  the  contract.  Cost  reimbursable  contracts  typically  have  a high  management 
burden.  The  PUC  needs  to  consider  the  cost  of  annual  audits  and  who  will  perform  them.  In 
addition  the  PUC  needs  to  allow  for  more  administrative  costs  to  be  applied  to  the  performance 
of  this  contract. 

SFWA  issued  four  fixed  rate  subconsultant  agreements  prior  to  WIP  assuming  the  responsibility 
of  the  Contract.  In  addition  SFWA  issued  fixed  price  and  fixed  rate  purchase  orders.  SFWA 
established  a precedence  and  handed  active  awards  to  WIP  that  were  already  in  place  using  a 
fixed  rate  pricing  methodology.  WIP  has  subsequently  issued  similar  fixed  pric^  and  fixed  rate 
agreements  following  our  own  commercial  practices  and  FAR  guidelines. 


Issue  - QDC  approvals  were  not  obtained 

WIP  Response: 

The  audit  report  listed  initial  WIP  ODCs  that  were  required  primarily  during  the  transitional 
period  realigning  the  contract  to  WIP  from  SFWA.  WIP  was  told  by  the  PUC  to  coordinate  with 
Bechtel  to  make  the  transition  as  seamless  as  possible.  WIP  entered  into  a seconding  agreement 
with  Bechtel  for  several  of  their  key  employees  to  help  train  new  WIP  staff  to  take  over  critical 
project  and  administrative  functions.  In  this  particular  case  WIP  did  not  obtain  prior  ODC 
approval.  However,  WIP  was  in  the  understanding  that  approval  by  the  PUC  of  the  task  order 
including  estimated  ODC  expenses  was  approval  to  proceed  with  the  work  and  approval  to  bill 
for  the  ODCs  as  they  were  incurred.  WIP  has  since  created  an  ODC  request  form  to  obtain  and 
document  PUC  approval  of  ODC  items.  However,  the  ODC  approval  process  still  requires 
additional  improvement.  WIP  requests  that  the  PUC  issue  an  ODC  approval  process  separate 
tlian  that  defined  in  the  contract. 


Issue  - Calculation  of  performance  fee 

WIP  Response: 

PUC  and  WIP  are  working  together  to  better  define  the  performance  measures  and  provide  better 
benchmarks  for  evaluating  consultant  performance.  Amendment  #2  to  the  Contract  has 
incorporated  an  independent  review  panel  into  the  evaluation  process. 
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Board  of  Supervisors 
Civil  Grand  Jury 
Budget  Analyst 
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